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September 14,2010

Utah Division of Oil, Gas and Mining
1594 WestNorth Temple Street
Sait Lake City, UT 84116

AtL Paul Baker

Dear Mr. Baker

Please find enclosed a copy of the audited financial statements for American Gilsonite
Holding Company and Subsidiaries as of December 31, 2009 and for the period then
ended as well as a copy of the intemal financial statements for the same entity as of June
30, 2010 and for the period then ended as required by our self-bonding agreement with
the Board. Please note that the intemal financial statements as of June 30, 2010 and for
the period then ended have been prepared by the Company and have not been audited by
an independent auditing firm.

You will note that our financial condition continues to be very healthy, our business
profitable and we are able to meet all our financial and other obligations timely.

You should also note that the Company will make another installment payment toward
the bonding as ofSeptember 15, 2010.

If you have any questions, please don't hesitate to give me a call at435-781-4534.

Best regards,
IItll - .t -+/ //'-6>-,4^ I 1,{/ /atr,/.*_

f"f ' L.r
/Douglas R. Maughan, CPA
Chief Financial Officer
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Monthly Reporting Package
As of June 30, 2010 and for the period then ended



American Gilsonite Holding Company and Subsidirries
Consolidrted Bolance Sheets
(Un&dited h ThoBm&)

Cur€nt assetsi

Cash

Accoun6 rcceivable

Itrv€ntory

hcomc tax receivable

Def€fied inaornc ta\
Prepoid snd other assets

Total curent assets

Property, plant and equipme[t, net
Goodwill
Defened income t&\ca

Customer list, n6t

Odrcr ass€ts

Tobl rlceg

Liabilitier rnd rtocl.holdeF' equity
Curent lisbilities:

Accornts payabb

Ac6u€d expeDs€s

Curent portion of long rerm debt - CIT
Culrert portion of insurance premium financing
lncome taxes payabl€

Othcr cunsnt liabilities
Uff€cognized tax ben€fil - curred

Total curent liabiliti€s

Long term liabilities
Sedor Debt

SubordiMted Debt

Delbred t&x liabilities
Other liabilities
Uff€cognized tax benefit

Total liabiliti€o

StocLhold€n' cquity
Common stock
Additionrl paid in capiral
Retaircd eamings

Total stockhold€rs' equity

Tolal lhbiliti€s ard stoctholderr' cquity

(unaudited)

$ 2,886

6,337

5,809

tJf

191

994

(unaudited)

6,131
) )r7
6,032

16,352

39,t46
41,218

697

9,939

|,632

$ 115.(X5

957

-

29,735

43,868

10.045

1,928

_s________rqu!2_

722

2,385

889

568

114

196

4t3
1,819

425

485

a 41\

27,756

14,783
ll 5t?

574

549

62,689 63,588

47,305 33,004

5,051 6,160

52,356 39,164

$ l15,(Xs $ 10!1fl

Jure 30

20r0

32t3

?1 1?{

14,783

13,910

358



American Gilsonite Ilolding Company and Subsidiaries
Consolidated Statements of Income
(Unaudited in Thousands)

Y€8r to dste
2010-5-t5^86-'f'

(84)

25,794

3,861

2,664
949
364
102
r69

18

46

JU

4
(400)

7,807

Sales

Sales adjustments

Net sales

Mining
Process plant

ER plant

Maintenance
Technical services

Health & safety

Other production costs
Drilling and exploration
Environmental compliance
Cunent reclamation
Change in product inventory
Cost of Seles

Gross mar$n
Gross margin ?5

Selling general and adminsfrative
Operating margin

Other income
Depreciation and amortization
Depletion
Interest expense

Other financing fees

Management fees

Exploration expenses

Income taxes

Net income

17,978

69.7%

2,989
14,ggg

(31)

2,638
l8l

2,217
195

260
248

2,288

-T----?p-tr

2009

$ 16,501

(87)

I 16,414

3,772
2,159

978
374
tt7
262

l8
109

31

t7
(1,818)

6,020
10"394

63.3%

2,890
7,5O4

(e)

2,420
t43

2,214
190

250

J)U

$ 1,746



American Gilsonite Holding Company and Subsidiaries
Consolidated Statements of Cesh Flows
(Unaudited in Thoosands)

Cash provided by operating activities
Net incomc (loss)

Adjustments to reconcile net income (loss) from continuing operations to net cash provided by
(used in) operations:

Depreciation and amortization
Depletion

D€ferred taxes

Amortization of deferred financing costs

FAS 143 liability accretion
Changes in operating asset and liabilities, net ofeffect ofacquisitions:

finorease) decrease in accounts receivable
(lnqease) deor€ase in inventory
(lncrease) decrease in prepaid and other assets

lncrease (decrtase)in income taxes payable / receivable
Incre€se (decrease) in accounts payable
lndeas€ (decrease) in accrued liabilities
Increase (decrease) in other liabilities

N€t cash provided by (used in) operating sctivities

Cash flows from investing activities:
Investments in property plant and equipment
Increas€ (decrcase) in investnents

Net cash provided by (used in) inyesting activities

Cash flows ftom financing activities:
Proce€ds from (repayment on) issuance of insurance premium financing note
Dividend
Repa),ments on long-ierm debt

Net cash provided by (used in) financing activities

N€t chrnge in cash rnd cash equivalents

Cash and cash equivalents al b€ginning ofp€riod
Cash and cash equivalents at end of period

Cash intuest paid

Cash taxes paid

Ycrr to drt€

2010 2009

6,991

2,638
181

Q2)
332

t1

(1,792)
(838)

(474)
498

75

902
296-rc

1,746

2,420
143
(8)

178
t2

4,584
(r,e20)

(r72)
(r00)

(l, r 36)
(356)
(r64)rc

(1,641) (t,224)

(1,612)
(2e)

568
(10,000)

(s0s)

---1qe-tt
$ (2,783)

s,669

2,886

1,685
? ?n<

(r,rze)
(es)

450

...-.--a-50''

4,452

$

$

t
$

$
$

$
{

t ?'to

6,731

2,569
60'1



American Gilsonite Holding Company and Subsidiaries
Consolidated Statements of Stockholders' Equity
(Unaudited in Thousands exc€pt shares)

Balance - January l, 2009

Net income

Balance - March 31, 2009

Net income

Belance - June 30' 2fiX)

Balance - Janurry 1, 2010

Net income

Balance - March 31, 2010

Net income

Dividend

Balance - June 30, 2(XD

Shares

65,232 $

65,232

Amount
Common Stock

Additional
Paid-in
Capital

33,004

33,004

Reteined

Earnings

$ 4,414

1,411

5,825

335

Stockholders'

Equity

37,41E

l,4lr

38,829

335

65432 $ 33,004 $ 6,160 $ 39,164

Shareholdersl

Equity

55'365

3,040

58,405

3,951

(10,000)

Shares

7E,708 $

78,70E

Amount

Common Stock
Additional

Paid-in

Crpital

$ 4730s

47305

Retained

Earnings

$ 8,060

3,040

11,10o

3,951

(10,000)

78,708 $ 47305 s 5.05r s2356



American Gilsonite Holding
Company and Subsidiaries
Consolidated Financial Statements
December 31, 2009 and 2008

HECEIVED

' sEp162010

DIV. OF OIL, GAS & MINING



Pricewaterhousecoopets LLP
One Uiah Center
201 South Main, Suite 900

Salt Lake City UT 84111

Tdephone (801)531 9666
Facsimile (801) 933 8106

Report of lndependent Auditors

To the Board of Directors and Stockholders
of American Gilsonite Holding Company and Subsidiaries:

ln our opinion, the accompanying consotidated balance sheet and the related consolidated statements of

income and comprehensive income, of stockholders' equity and of cash flows present fairly, in all material

respects, the financial position of American Gilsonite Holding Company and Subsidiaries (the "Company")

at December 31, 20Og and 2008, and the results of their operations and their cash flows for the year

ended December 31, 2009, their net income and other data for the period from January 1, 2008 through

March 14, 2008 (Predecessor Basis) and the results of their operations and their cash flows for the period

from March 15, 2008 through December 31 , 2008 (Successor Basis) in conformity with accounting
principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company's management. Our responsibilily is to express an opinion on these
financial statements based on our audits. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are

free of material misstatement. An audit includes examining, on a test basis, evidence supporting the

amounts and disclosures in the iinancial statements, assessing the accounting principles used and

significant estimates made by management, and evaluating the overall financial statement presentation.

We believe that our audits provides a reasonable basis for our opinion.

Purn***ouegC-cPw*+ LLP

PricewaterhouseCoopers LLP
March 16, 2010



American Gilsonite Holding Company and Subsidiaries
Consolidated Balance Sheet
December 31, 2009 and 2008

December 31 ,

2009
December 31,

2008Assets

Cunent assets:
Cash and cash equivalents
Accounts receivable, net of allowance for uncollectible

accounts of $50,354 and $23,829 at December 31, 2009
and 2008, respectively

lnventories
Gilsonite
Materials and supplies

Prepaid expenses and other current assets
Income taxes receivable, currenlportion
Defened income taxes, current-portion

Total current assets

Property, plant, and equipment, net
Goodwill
Intangible assets, net.
Other assets
Income taxes receivable, long-term

Total assets

Liabilities and Stockholders' Equity

Current liabilities:
Accounts payable
Accrued liabilities
Long-term debt, current-portion
Deferred income taxes, current-portion
Unrecognized tax benefit, currentportion

Total current liabilities

Long-term debt
Deferred income taxes, long-term
Unrecognized tax benefits
Asset retirement obligations

Total liabilities

Stockholders' equity
Common stock, $.001 par value; 100,000 shares authorized;

78,709 and 65,233 shares issued and outstanding at
December 31 , 2009 and 2008, respectively

Additional paid-in capital
Retained eamings

Total stockholders' equity

Total liabilities and stockholders' eouitv

697.478

116,718,692 5 102.209.202

5,668,593

4,545,661

2,594,036
2,376,826

519,366
633,325

2,279,626

6,807,610

1,539,390
2,569,518

r co,zzJ
1 ,1 33,305

177.825

to,c tc,oJz

39,333,837
47,278,471
1 I ,000,518

1,892,756

15,085,672

30,288,204
43,867,704
10,925,299
2,042,323

647,400
1 ,30'1,406

448,825

1,99,199
2,441,42',1

8,302
101

3,193,732

43,483,8U
13,570,107

549,062

3,998,922

46,532,654
13,914,465

556.966 u5.452
353.751 64.791 493

47,304,473 33,003,559
8.060.390 4.414.O85

55.364.941 37.417.709

$ 116,718,692

See notes to consolidated financial statements

$ 102,209.202



American Gilsonite Holding Company and Subsidiaries
Consolidated Statements of Income and Comprehensive lncome
For the year ended December 31 , 2009 and the periods ended March 14,
2008 and December 31. 2008

Net sales
Cost of goods sold

Gross profit

Operating expenses:
Selling
General and adminishative
Depreciation, depletion and amortization
Transaction expenses

Total operating expenses

Income (loss) from operations

Other income

Interest expense, net

lncome (loss) before income tax (benefit)

expense

Income tax (benefit) expense

Net income (loss) and net comprehensive

income (loss)

5,020,526

606.441

$ 3,723,9'18 $ 4,414,085

Year ended
December 31,

2009

$ 32,934,133
13,688,607

19,245,526

1 ,O82,779
6,004,563
3,846,750

779,940

11,714,032

7 ,531 ,494

14,059

(4,748,987)

2,796,566

(927,3s2)

Period from
March 15,2008

through
December 31, 2008
(Successor Basis)

$ 35,883,011
18,321,756

17,561,255

1, 170,364
4,070,075
1,907,268
1,542,861

Period from
January 1, 2008

through
March 14, 2008

(Eregseg::9!Ee!sl-

$ 5,983,814
3,193,222

2,790,s92

708,282
656,271

37 ,243
3.170.873

8.690.568 4.572.669

8,870,687

8,127

(3,858,288)

(1,782,O77)

4,A17

(6,36s)

(1,783,623)

(2O2,928)

$ (1,580,69s)

See notes to consolidated financial statements

4
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American Gilsonite Holding Company and
Consolidated Statement of Cash Flows
For the year ended December 3't, 2009 and the period

Subsidiaries

ended December 31, 2008

Year Ended
December 31,

2009

Period from
March 15,2008

through

Cash flows from operating activities
Net income
Adiustments to reconcile nel income to net cash provided by

operating activities:
Depreciation, depletion, and amortization
Write-off of intangible assets
Accretion of accumulated reclamation obligations
Amortization of debt issuance costs
Deferred taxes
Unrecognized tax benefit
Interest rate swap (gain) loss
Stock-based compensation
Paid-in-kind inlerest

Changes in operating assets and liabilities:
Accounts receivable, net
Invenlories
Prepaid expenses and other current assets
lncome taxes receivable
Accounts payable
Accrued liabilities
Asset retirement obligation

Net cash provided by operating activities

Cash flows used in investing activities
Purchase of business, net of cash acquired
Purchase of property, plant and equipment
Investrnent in other assets

Net cash used in investinq activities

Cash flow used in financing activities
Proceeds from caoital contributions
Payments for debt issuance costs
Proceeds from acouisition indebtedness
Payments on acquisition indebtedness

Net cash used in financing activities

Net increase in cash and cash eouivalents

Cash and cash equivalents
Beginning of period

End of period

Supplemental disclosure of cash flow information

Cash paid during the period for inleresl

Cash paid during the period for taxes

Supplemental disclosure of non-cash investing and financing
activities:

Changes in American Gilsonite Company purchase price

December 31. 2008

$ 4,414,085

4,562,O34

13,482
224,551

(730,136)

(614,O24)

282,654

(2,191,434)
(1,041,526)

(168,800)
(943,69s)
208,679

1,040,616
35.961

8,689,058 5,092,443

(76,514,s08)
(3,868,758)

(68,175)

(80,45't,441)

33,003,624
(1,615,000)
48,500,000
(2,250,000)

77.638.624

2.279.626

$ 2,279,626

$ 4,353,295 $ 3,240,399

$ 874,586 $ 2,2ffi,532

$ 243.500

$ 3,723,918

5,023,680
574,000

27 ,634
355,824

(2,374,213)
66,507
65,387

829,O25

2,434,588
(460,729)

(6,643)
504,766

(934,671)
(1,140,01s)

(13,632,463)
(2,366,539)

(173,046)

(16,172,O48)

13,471 ,902-

(2,s99,945)

10,871,957

3,388,967

2,279,626

$ 5,668,593

See notes to consolidated financial statements



American Gilsonite Holding Gompany and Subsidiaries
Notes to Consolidated Financial Statements
For the year ended December 31, 2009

't. Description of the Business

American Gilsonite Holding company was organized under the laws of the state of

Delaware on January 17,2008. The Company is owned by AGC (Delaware), LP and

AGC/PEP, LLC. Gilsonite Acquisition corp. was organized under the laws of the state of

oklahoma on January 28,2008 and was a wholly owned subsidiary of American Gilsonite

Holding company. Lexco Acquisition corp. (LAC) was organized under the laws of the

State Jf Delaware on July 20, 2009 and is a wholly owned subsidiary of American Gilsonite

Holding Company. American Gilsonite Company (AGC) was organized as a corporation

under ihe laws of the State of oklahoma on october 18, 1988. DPC Products, Inc. (DPC)'

a wholly owned subsidiary of AGC, was organized as a corporation under the laws of the

State of Delaware on June 6,2OO2.

on March '14, 2008, Gilsonite Acquisition corp. acquired all of the outstanding shares of

AGC and the two companies were merged intoAGC (Note 3). on August 12, 2009, Lexco

Acquisition corp. acquired certain assets and liabilities of Lexco, Inc., a utah corporation

(Noie 3). American Gilsonite Holding Company and its subsidiaries are collectively

referred to as (the "Company'').

The company is a supplier of Gilsonite resin ("Gilsonite") and its operations are based in

Utah. Gilsoniie is a naturally occurring hydrocarbon resin found in western Colorado and

eastern Utah. lt is primarily used in piinting inks, foundry sands, oil and gas well drilling

muds, oil well cements, asphalts, building materials, paints and protective coatings.

Additionally, the Company produces two unique products at its solvent extraction plant:

one is a low molecular weight fraction of Gilsonite labeled Environmental Resin 125 and

the other is a high moleculir weight fraction of Gilsonite labeled Insoluble Resin 200

Summary of Significant Accounting Policies

Basis of Presentation
The accompanying consolidated financial statements have been prepared in conformity

with accounting principles generally accepted in the United States of America.

The American Gilsonite company_ acquisition was accounted for as a purchase transaction

(Note 3). As a result, the assets ind liabilities of American Gilsonite Holding Company

were recorded based on their fair values as of March 15, 2008. The consolidated balance

sheet ofthe company as of December 31, 2008 and the results of operations and cash

flows for the period from March 15, 2008 to December 31 , 2008 reflect the purchase

accounting adjustments resulting from the American Gilsonite company acquisition

(,Successlr Basis"). The results of operations for the period from January 1 , 2008 to

March 14, 2008 represent the historical financial statements of American Gilsonite

Company ("Predecessor Basis").

The acquisition of certain assets and liabilities of Lexco, Inc. was accounted for as a

purchase transaction (Note 3). As a result, the assets and liabilities purchased were

iecorded based on their fair values as of August 13, 2009. The consolidated balance sheet

of the company as of December 3'1, 2009 and the results of operations and cash flows for

the period thenended reflect the purchase accounting adjustments resuhing from the

acquisiiion of certain assets and liabilities of Lexco, Inc'

2.



American Gilsonite Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
For the ende{ December 31, 2009 and the period enqqq !999rn!91{-1399!

Principles of Consolidation
The consolidated financial statements of the Company include the accounts of American

Gilsonite Holding Company and its wholly owned subsidiaries, LAC, AGC and DPC' All

significant intercompany accounts and transactions between the Company and iis

subsidiaries have been eliminated.

lJse of Estimates in Preparing Consolidated Financial Statements
In preparing the consolidated financial statements, management is required to make

estimates and assumptions that affect the reported amounts of assets and liabilities and

disclosure of contingent liabilities and reported amounts of revenues and expenses. Actual

amounts could differ from these estimates. Material estimates that are particularly

susceptible to significant change in the near term relate to determining the allowance for

accounts receivable, inventory valuation, deferred income taxes, and determining the

carrying value of asset retirement obligations. Management believes that the allowances

and reserves are adequate. While management uses available information to recognlze

the allowance and reseryes, future additions to the allowances may be necessary based

on changes in economic conditions.

Sales
The Company's customer base is located principally in the United States, Asia, and

Europe. Sates to both foreign and domestic customers are recognized upon delivery to the

title transfer poini as defined in the terms of sale, which is primarily the Companys
shipping dock.

The Company's shipping terms are primarily FOB shipping point Upon shipment of goods,

title, responsibility, and risk of loss transfer to the customer and recognition of sale occurs.

Cash and Cash Equivalents
The Company considers all shortterm investments with a remaining maturity of three

months or less at the iime of acquisition to be cash equivalents.

Accounts Receivable
Accounts receivable are carried at original invoice amount less estimaies for doubtful

accounts. Management determines the allowance for doubtful accounts by regularly

evaluating individual customer receivables and considering a customeds financial

condition, credit history and current economic conditions. Accounts receivable are written

off when deemed uncollectible. Recoveries of accounts receivable previously wriften off

are recorded when received.

Inventories
The company uses a first-in, first-out weighted-average cost method for inventories.

Gilsonite inventories are presented net of reserves. Inventories aniicipated to be sold

beyond the next fiscal year are classified as longterm. Long-term inventories of $14,093

and $16,800 at December 31, 2009 and December 31, 2008, respectively, are included in

other assets in the accompanying consolidated balance sheet.



American Gilsonite Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
For the year ended December 31, 20q9 3!!!-!!9 od ended December 31, 2008

Property, Plant and EquiPment
property, plant, and equipment are stated at cost. Depreciation is computed using the

straignt-tine method over the estimated useful lives of 3 - 7 years for equipment, 15 years

for la=nd improvements and building improvements and 30 years for buildings. Mine

development and mine reserves aie depleted using the units of production method based

on estimaied proven and probable reserves as determined by independent engineers.

Routine maintenance and repairs are charged to expense when incurred'

Depreciation, depletion and amortization expense for the year ended December_3i, 2009

and for the periods ended March 14, 2008 and December 31, 2008 was $3,'130,302'

$138,497 and $3,407,333, respectively.

Goodwill
The excess of the purchase price over the fair market value of assets acquired and

liabilities assumed in a business combination is classified as goodwill. The Company does

not amortize goodwill, but performs an impairment test of the carrying value at least

annually. when evaluating whether goodwill is impaired, the company compares the fair

value oi the Company's net equity to its carrying amount. lf the carrying amount exceeds

its fair value, then the amount of the impairment loss must be measured. The impairment

loss is recognized when the carrying amount of goodwill exceeds its implied fair value'

The Compaiy evaluated its goodwill as of December 31, 2009 and December 31' 2008

and determined that no impalrment charge should be recorded'

Intangible Assets
tntanfrble assets consist of customer relationships and a covenant noi to compete and are

stated at cost less accumulated amortization. Amortization is recognized on a straightJine

basis over an estimated useful life of between 5 and 7 years.

Amortization expense for the year ended December 31, 2009 and the periods ended

December 31, 2008 and Marih 14, 2008 was $1,864,781, $'1,154,701 and $0, respectively

During the year ended December 31, 2009, $574,000 was written off due to duplicate

customer relationships in connection with an acquisition (Note 3)'

Debt lssuance Costs
Debt issuance costs of $1 ,615,000, a component of other assets, incurred in relation to

acouisition indebtedness are amortized over the terms of the respective debt instruments,

wh'nh range from 4-5 years from the debt inception date. Debt issuance costs are

amortized-using the stiaight-line method which approximates the effective interest method'

Amortization 
"ip"nr" 

of $355,824 and g224,551 are included in interest expense in the

accompanying consolidated statement of operations for the year ended December 31'

2009 and the period ended December 31, 2008' respectively'

Reclamation
Pursuant to the 1975 "Mined Land Reclamation Act," the Company is liable for reclamation

uoon abandonment of all sites operated subsequent to 1975. The company has "Mined

Land Reclamation Act" bonds to satisfy the current state and federal requirements. At

December 31 , 2009 and December 31, 2008, other assets included $651 ,223 and

$326,471, respectively, of cash and treasury notes restricted to satisfy the bond

requirements. The company expenses current reclamation costs and accrues estimated

final reclamation costs (Note 8).



American Gilsonite Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
For the year ended December 31, 2009 and the period ended December 31, 2008

Shipping and Handling Costs
The Company accounts for shipping and handling costs as revenue and cost of goods

sold. A total of $509,655, $197,087 and $41 ,480 was recorded in shipping and handling

revenue and cost of goods sold expense for the year ended December 31, 2009 and for
the period ending December 31, 2008 and March 14,2OO8, respectively. Shipping and

handling revenue and expense are included in the consolidated statements of income

under the captions'Nei sales' and "Costs of goods sold," respectively.

Income Taxes
The Company utilizes the asset and liability approach for financial accounting and reporting

of income taxes. Deferred income taxes are provided for temporary differences in the basis

of assets and liabilities as reported for financial statement purposes and income tax
purposes.

Long-Lived Assets
The Company reviews long-lived assets for impairment. The Company recognizes

impairment losses on longJived assets used in operations when indicators of impairment

are present and the undiscounied cash flows estimated to be generated by those assets

are less than the assets'carrying amount. An impairment would be recognized in the

amount by which the recorded value of the asset exceeds the fair value of the asset,

measured by the quoted market price of an asset or an estimate based on the best

information available in the circumstances. There were no such losses recognized during

the year ended December 31, 2009 and the periods ending December 3'l , 2008 and March

14,2008.

Concentation of Credit Risk
Financial instruments which potentially subject the Company to concentration of credit risk

consist primarily of accounts receivable. ln the normal course of business, the Company
provides credit terms of net 30 to its customers. Accordingly, the Company performs

ongoing credit evaluations of its customers and maintains allowances for possible losses

which, when realized, have been within the range of management's expectations.

Generally, collateral is not required for the extension of credii

The Company maintains its cash in bank deposit accounts which, at times, may exceed

federally insured limits. The Company has not experienced any losses in Such ac@unts

and believes it is not exposed to any significant credit risk for cash and cash equivalents.

Fair Value of Financial lnstruments
The company's financial instruments include cash and cash equivalents, receivables,

payables, Treasury Notes, an interest rate swap and long-term debt. The fair value of the

Treasury Notes and interest rate swap have been determined using available market

information and interest rates as of December 31, 2009 and 2008. The recorded value of

the other financial instruments approximates their fair value as receivables and payables

are near term and the interest rates on longterm debt approximate current market rates.

'10
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Financial Statements

For the vear ended December 31, 2009 and the riod ended December 31, 2008

Derivative I nstru m ents
All derivatives, whether designated in hedging relationships or not, are recorded in the

balance sheet at fair value. lf the derivative is designated and qualifies as a fair value

hedge, the changes in the fair value of the derivative and of the underlying host item are

recognized in earnings. lf the derivative is designated as a cash flow hedge, the effective
portion of changes in the fair value of the derivative is recorded in other comprehensive

earnings and is recognized in the statement of operations when the hedged item affects

earnings. Ineffective portions of changes in the fair value of cash flow hedges are

recognized in earnings. lf the derivative is not designated as a hedge, changes in the fair

value of the derivative are recognized in earnings.

In order to mitigate the cash flow risk associated with interest payments related to certain

variable rate debt (Note 6), the Company entered into an interest rate swap agreement in

April 2008. Through the year ended December 31 , 2009 and ihe period ending December

31, 2008, the Company did not meet the designation criteria in order to account for these

contracts as a hedge and accordingly, recorded the change in fair value of the interest rate

swap agreement in interest expense in its consolidated statements of income and

comprehensive income.

Rece nt A c c o u nti n g P ro n o u n cements
In December 2009, the FASB issued an accounting standards update that changes how a

company determines when an entity that is insufficiently capitalized or is not controlled

through voting (or similar rights) should be consolidated. The determination of whether a

company is required to consolidate an entity is based on, among other things, an ability to

direct the aciivities of the entity that most significantly impact the entity's economic
performance and whether ihe entity has an obligation to absorb losses. This guidance

requires a company to provide additional disclosures about its involvement with variable

interest entities and any significant changes in risk exposure due to that involvement

American Gilsonite will adopt this guidance effective January 1, 2010. The adoption will

have no imDact on American Gilsonite's consolidated results of operations, financial
position or cash flows.

In January 2010, the FASB issued an accounting standards update that provides for new

disclosure requirements related to fair value measurements. New requirements include the

separate disclosure of significant iransfers in and out of Levels 1 and 2 and the reasons for

the transfers. In addition, the Level 3 reconciliation of fair value measurements using

significant unobservable inputs should include gross rather than net information about

ourchases, sales, issuances and settlements. The update clarified existing disclosure

requirements for the level of disaggregation and inputs and valuations techniques. This

guidance is effective January 1, 2010 except for the requiremeni to provide gross Level 3

activity which will be effective January 1 ,2011 . Since the guidance impacts disclosures

only, the adoption will have no impaci on American Gilsonite's consolidated results of

operations, financial position or cash flows.

tl



American Gilsonite Holding Company and
Notes to Consolidated Financial Statements

Subsidiaries

ended December 31, 2008

3.

For the year ended December 31, 2009 and the period

Acq u isitions

On August 12,2OOg, the Lexco Acquisition Corp, acquired certain assets and liabilities of

Lexco. Inc. at a net acquisition value of $13,871,901 including cash acquired of $239,438.

The acquisition of Lexco, Inc. was financed through the sale ol 13,476 shares of the

company's stock to existing shareholders for proceeds of $13,471,902 and cash from the

Company. These amounts were used to fund the net purchase price of $13,871 '90.l 
and

transaction costs of $779,940. The transaction costs were recorded as an expense during

2009.

The acquisition was accounted for under the purchase method of accounting. Accordingly,

the purchase price was allocated to the acquired assets and liabilities as set forth in the

following table:

Cash
Accounts receivable
lnventories
Property, plant & equipment
Intangible assets
Goodwill
Other long-term assets
Accounts payable
Asset retirement obligation
Deferred income tax liability

Net assets acquired

Equity contribution of cash, including transaction costs of $3,423,608

Senior debt
Subordinated debt
Debt issuance costs

Net acquisition value

on March 14, 2008, the Gilsonite Acquisition corp. acquired all of the outstanding common

stock of American Gilsonite Company at a net acquisition value of $78,888,624' including

cash acquired of $2,374,116. On that date, Gilsonite Acquisition Corp. was merged into

American Gilsonite Company.

The American Gilsonite Company acquisition was financed through the following sources:

$ 239,438
172,639
398,518

9,809,397
2,514,000
3,167,266

129,902
(32,872)

(183,880)
(2,342,507)

$ 13,871 ,901

$ 32,003,624
34,000,000
14,500,000
(1,615,000)

$ 78,888,624
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American Gilsonite Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
For the ended December 31, 2009 and the period ended December 31' 2008

The acquisition was accounted for under the purchase method of accounting. Accordingly,

ihe purchase price was allocated to the acquired assets and liabilities as set forth in the

following table:

4.

Cash
Accounts receivable
lnventories
lncome taxes receivable
Prepaid expenses and other assets
Property, plani and equipment
Intangible assets
Goodwill
Other longterm assets
Accounts payable
Accrued expenses
Deferred income tax liability
Asset retirement obligation

Net assets acquired

Plant
Equipment
Land and mineral reserves
Mine development costs

Total property, plant, and equipment

Less accumulated depreciation, depletion, and amortization

$ 2,374,116
4,616,176
3,066,709

'189,606

260,196
29,826,779
12,080,000
43,867,704

297,575
(1,340,520)
(1,400,805)

(14,6s2,903)
(296,009)

$ 78,888,624

December 31, December 31,
2009 2008

$ 2,663,160 $ 2,067,169
6.946,028 5,022,211

21.157 ,507 15,055,000
15,104,778 11 ,551,157

45,871,473 33,695,537

(6,s37,636) (3,407,333)

$ 39,333,837 $ 30,288,204

During 2009, ihe purchase accounting for the American Gilsonite Company acquisition was

adjusted to account for additional transaction fees incurred. This resulted in a

reclassification of $243,500 from other assets to goodwill on the balance sheet as of
December 31, 2009.

Property, Plant and Equipment

At becember 31, 2009 and 2008, property, plant and equipment is summarized as follows:
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American Gilsonite Holding Gompany and
Notes to Consolidated Financial Statements

Subsidiaries

ended December 31,2008For the year ended December 31, 2009 and ttts iglioc!

5. Intangible Assets

At December 31, 20Og and 2008, intangible assets consist of the following:

December3l, December3l,
2009 2008

13,970,000 $ 12,080,000
50.000

Customer relationships
Covenant not to compete

Less accumulated amortization

14,020,000
(3,019,482)

$ 11,000,518

12,080,000
(1jV,701)

$ 10,92s,299

Future amortization of intangible assets is as follows:

Years Endinq December 31.

2010
2011
2012
2013
2014
Thereafter

Long-term debt, due 20'12, interest rate is a base rate of prime rate or LIBOR,

at the Company's option, plus a variable margin. Margin determined by senior

debt ratio, measured periodically. Debt is collateralized by all the assets of

ihe Company.

Senior subordinated long-term debt, due 2013, interest rate is 15%' Debl is

collateralized by all the assets of the Company Debt is with a related Party

Total long-term debt
Less current portion

Total long-term debt. less currenl portion

$ 2,039,779
2,039,779
2,O39,779
2,039,779
2,036,029

805,373

During the year ended December 31, 2009, $2,4M,000 of customer relationship

intangibles were acquired in an acquisition (Note 3) of which $574,000 of duplicate

customer relationships were written off.

6. Long-term Debt

AtDecember3l,2009and200s,longtermdebtconsistedofthefollowing:

December 31,
2009

December 31,
2008

$ 29,150,000

14,782,709

43,932,709
(448,825)

$ 43,483,884

$ 31 ,750,000

14,782,654

46,532,654

14

$ 46,532,654



American Gilsonite Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
For the year ended December 31, 2009 and the period ended December 31' 2008

Under the long-term debt agreements, the Company is subject to certain restrictive
covenants, including a maximum leverage ratio, a maximum senior leverage ratio, a gross

senior leverage ratio, a minimum fixed charge coverage ratio, and a maximum capital

expenditure covenant. The Company was in compliance with these covenants at
December 31, 2009.

The Company has a line of credit with financial insiitutions. The line of credii permits

borrowings up to $6,000,000. The line of credit is collateralized by the assets of the

Company. The line of credit matures in September 2A12 and has an interest rate of prime

plus a margin based on the Consolidaied Senior Debt Ratio, as calculated quarterly (6% at

December 31 , 2009 and 7 .25Yo at December 3'1 , 2008). There was no outstanding
batance under the line of credit at December 31, 2009 or 2008. The credit agreement
contains certain specific financial ratios, restrictions on capital expenditures, and

restrictions on addiiional indebtedness of the Company. The Company was in compliance
with these covenants at December 31 , 2009.

At December 31, 2009, the aggregate maturities of long-term debt are as follows:

Years Endinq December 31.
$ 448,825

1,937,034
26,764,141
14,782,709

$ 43,932,709

In 2008, the Company entered into an interest-rate swap agreement to manage its

exposure to changes in interest rates. The swap agreement has a notional principal

amount of $12,750,000, swaps a variable interest rate tied to LIBOR to a fixed interest rate

of 3.675% and terminates on April 30, 201 1 . The fair value of the swap agreement was

$548,637 at December 31 , 2009. The Company has recorded a $65,387 loss and

$614,024 gain related to ihe fair value of the interest rate swap agreement in interest

expense for the year ended December 31, 2009 and the period ended December 3'1, 2008,

respectively.

2010
2011
2012
2013
2014

15
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Notes to Consolidated Financial Statements
For the year ended December 31, 2009 and the period ended December 31, 200€

7. lncome taxes

The provision (benefit) for income tax expense for the year ended December 31, 2009 and
the oeriods ended December 3'1. 2008 and March 14,2008, consists of the following:

Cu rrent:
Federal
State

Total current

Deferred:
Federal
State

Year ended
December 31,

2009

$ I ,221 ,212
159,142

'1,380,354

(2,041,6s0)
(266,056)

(2,307,706)

$ (s27,352)

Period from
march 15, 2008

through
December 31, 2008
(Successor Basis)

$ 1 ,127 ,280
209,297

1,336,577

(693,004)
(37,132)

(730,136)

606.441

Period from Period from
March 15,2008 January 1, 2008

through through
December 31,2008 March 14, 2008
(SuccessorBasis) (PredecessorBasis)

Period ftom
January 1, 2008

through
March 14, 2008

(Predecessor Basis)

$ (219,960)
(36,876)

(256,836)

50,208
3,700

53,908

$ (202,s28)

Total deferred

Total income tax (benefit) expense

For the year ended December 31, 2009 and the periods ended December 31, 2008 and

March 14. 2008. the differences between the effective tax 12tes and the federal statutory
rale oI 34o/o were as follows:

Period from
January 1, 2009

through
Year Ended

December 31, 2009
Federal income tax expense

at federaf statutory rale of 34Yo $
State income tax expense

(net federal benefit)
Decrease in taxes resulting from:

DeDletion
Domestic production deduction
Non deductible expenses
Other

Total tax (benefit) expense

/?{ ? t?o\

$ €rr3rr)
(10,452)

$ 606.441

(606,418)

(33,176)

(200,18e)

956
635,899

$ (202,928)

vcu,atJz a

(70,788)

(1,450,131)
(4s,8s0)

5,924

.r 7"2 EA2 q

61,457

(1,107,900)
(75,23e)

5,O12

to



American Gilsonite Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
For the year ended December 31, 2009 and the period ended December 31, 2008

Net deferred iax assets and liabilities at the year ended December 31, 2009 and 2008,

consisted of the following temporary differences and carryforward items:

December3l, December3l,
2009 2008

Accrued bonus and commission accrual
Allowance for doubtful accounts
Accrued vacation
Asset retirement obligation
AMT credit car$orward
Stock-based comDensation
Uncertain tax positions

Other

Deferred tax assets

State taxes
Prepaids
Mine development costs
Mineral rights depleiion
Depreciation and amortization
Intangible assets

Deferred tax liabilities

271 407 (888)

159,747
19,351
44,856
21,014

1,602,415
318,602
503,565

$ 30,356
n ooR

16,845
7,253

62,5M

(1,6e8)
(62,803)

(2,e70,023)
(5,562,061)
(1,263,35s)

2,940,957

(46,127)
(3,789,6s6)
(7,903,822)
(1,270,611)
(3,322,e83) (4,125,3e3)

(16,333,239) (13,s85,331)

Net defened tax liability (13,392,282\

Effective January 1, 2009, the company adopted authoritative guidance related to the

accounting for uncertain tax positions. ln connection with the adoption, the Company

recorded a liability of $1,278,656 for its pre-existing uncertain tax positions, offset by a

defened tax assei associated with the liability of $503,565 and a longterm receivable of

$697,478. The net $77,613 difference between these amounts was recorded as a

transition adjustment, a component of retained eamings, upon adoption. lncluded in the

f iability was $77 ,225 in accrued interest and penalties. The longterm receivable relates to

an amount that the Company believes it could recover from the former owners if certain
portions of the uncertain tax position liability are not resolved in the company's favor

related to its 2006 tax audit, which is cunently in appeals. A general escrow account with a

balance in excess of the long-term receivable exists. The Company accounts for interest

expense and penalties for uncertain tax positions as part of the income tax provision.

During the year ended December 31, 2009, the Company increased the liability for
uncertain tax positions by $66,507, related to interest expense and penalties. During 2009,

there was no change in the liability balance related to the lapse of applicable statutes of
limitation and no new uncertain tax positions were identified. The total outstanding balance

for liabilities related to uncertain tax positions as of December 31, 2009 was $'1,345,163.

The Company does not anticipate that uncertain tax positions will significantly increase or

decrease within 12 months of the reporting date.
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American Gilsonite Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
For the year ended December 31, 2009 and the period ended December 31 , 2008

8. Asset Retirement Obligations

The Company accounts for future costs of dismantling, restoring and reclaiming mining
properties and facilities as asset retirement obligations. The fair value of asset retirement
obligations is recorded as a liability when assets are placed in service. Amounts recorded
for the related assets are increased by the amount of these obligations. Over time, the
liabilities are accreted for the change in iheir present value and the initial capitalized costs
are depreciated over the useful lives of the related assets. The change in asset retirement
obligation from March '15, 2008 to December 31, 2009 is as follows:

Beginning balance at March 15, 2008
Balance as of acouisition date
Increase in obligation
Accretion exoense
Ending balance at December 31, 2008

Obligation acquired in Lexco acquisition (Note 3)

Accretion expense

Ending balance at December 31 , 2009

Accretion expense for the period ended March 14,2008 was $5,636.

296,009
35,961
13.482

u5,452
183,880
27.634

556,966

9. Financiallnstruments

The Company records all financial instruments at fair value to be determined based on the
exchange price that would be received for an asset or paid to transfer a liability in the
principal or most advantageous market assuming an orderly transaction between market
participants. Established markets (observable inputs) are the preferred source of fair value
to be followed by the Company's assumptions of fair value based on hypothetical
transactions (unobservable inpuis) in ihe absence of observable market inputs,

Based upon the above, the following fair value hierarchy was created:

Level 1 - Quoted market prices for identical instruments in active markets,
Level 2 - Quoted orices for similar instruments in active markets, as well as quoted

orices for identical or similar instruments in markets that are not considered active,
and
Level 3 - Unobservable inputs developed by the Company using estimates and

assumptions reflective of those that would be utilized by a market participant

18
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For the ended December 31, 2009 and the od ended December 31,2008

Quantitative disclosures about the fair value of ihe Company's financial instruments are as

follows:

Fair Value Measurements at December 31

Quoted Prices Significant
in Active Markets

for ldentical
Assets

Other Significant
Obsewable Unobservable

lnputs Inputs

Description
Interest rate swap
Treasury note

December 31,
2009
548,637
306,125

(Level 1) (Levet 2) (Level 3)

S-9548,637$-
306,125

At December 31, 2009, the fair value of the interest rate swap was $548,637. The amount

was included in other assets. The determination of fair value is based on the net present

value of all estimated future settlements using future yield curves. Treasury Notes are

recorded in other assets and the fair values were based on U.S. Treasury Note rates.

10. Stock-BasedCompensation

Option Plan
on January 6, 2009 the company established its stock option Plan (the "Plan") which
provides for the granting of stock options to employees and consultants of the company.

Options granted under the Plan may be either incentive stock options ('lSOs") or

nonqualified stock options ('NSos'). lsos may be granted only to company employees

(including officers and directors who are also employees). NSOs may be granted to

Company employees and consultants. Options under the Plan may be granted for periods

of upto 1O years. All options issued to date have had a 10-year life. The exercise price of

an lso and NSo granted to a 10% shareholder shall not be less than 110% ofthe
estimated fair value of the shares on the date of grant, respectively, as determined by the

Board of Directors. As of December 31, 2009 the company has reserved 7,114 shares of
common stock for issuance under the Plan.

Stock Option Activity
Activitv under the Plan is set forth below:

Shares reserved at plan inception
Options granted

Balance, December 3l, 2009

Shares
Available for

Grant

7,114
(4,680)

2,434

Outstanding OPtions
Weighted
Average

Number of Exercise
Shares Price

4,680

4,680

$500

1q

$500



American Gilsonite Holding Company and Subsidiaries
Notes to Consolidated Financial Statements
For the year ended Decem ber 31 , 2009 and the riod ended December 31, 2008

During the year ended December 31, 2009, American Gilsonite Holding company granted

stock options to employees to purchase 4,680 shares of common stock with a weighted-

average grant date fair value of $650 per share. stock-based compensation expense

re"ognited during the year ended December 31, 2009 includes compensation expense for

stocli-based awards granted to employees based on the grant date fair value estimated in

accordance with the provisions of SFAS 123(R) of $829,025. As of December 31 ' 2009'

there were total unrecognized compensation costs of $2,213,388 related to these stock

options. These unrecognized compensation costs are expected to be recognized overthe
remaining period of approximately 2.5 years.

The Company estimated the fair value of the stock options using the Black-Scholes option

valuation model. The fair value of the stock options is being amortized on a straightline
basis over the requisite serv'rce period of the awards. The fair value of the stock options

was estimated using the following weighted-average assumptions:

Year Ended December 31 , 2009

Expected term

Expected volatility

Risk free interest rate

Dividend yield

3.5 years

65%
't.65%

Oo/o

The expected term of the stock options represents the weighted-average period the stock

options are expected to remain outstanding and is based on the vesting term and

contractual terms. The expecied stock price volatility assumption was determined by

examining the historical volatilities for industry peers, as American Gilsonite Holding

Company did not have any trading history for its common stock. The Company will

continue to analyze the historical stock price, volatility and expected term assumptions as

more historical data for the American Gilsonite Holding Company common stock becomes

available. The riskjree rate assumption is based on the U.S. Treasury instruments whose

term was consistent with the expected term of the Company's stock options. The expected

dividend assumption is based on the company's history and expectation of dividend

payouts.

ln addition. it is required that forfeitures are estimated at the time of the grant and revised,

if necessary, in subsequent periods if actual forfeitures differ from those of estimates
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11. Commitments and Contingencies

Operating Leases
The Company has noncancelable operating leases for office equipment and office space.
The future minimum lease obligations for these operating leases as of December 3'1, 2009,
are as follows:

'12.

Years Endinq December 31.
2010

2011

2012

2013
2014 and beyond

$ 266,092

200,677

756

$ 467,525

Rent expense for the year ended December 31, 2009 and the periods ended December
31, 2008 and March 14, 2008, was $301 ,537, $129,889 and $8,555 respectively.

Litigation
The Company is subject to legal proceedings and claims which arise in the ordinary course
of business- In the opinion of Company management, the ultimate liability with respect to
these proceedings and claims, will not have a material adverse effect upon the Company's
financial position or results of operations.

Retirement 401(K) Plan

The Company sponsors a 401ft) retirement plan for its employees whereby qualified

employees may elect to defer compensation and contribute it to the plan. The Company
matches 100% of employee contributions up to 2.5o/o of gross wages. The Company's
contribution for the year ended December 31, 2009 and the periods ended December 31,

2008 and March 14,2008 totaled $28,916, $54,519 and $14,605, respectively.

Related Pafi Transactions

The Company has a Management and Advisory Services Agreement with Palladium
Capital Management lll, LLC (Palladium) whereby Palladium provides management and
advisory services to the Company. Palladium Equity Partners lll, LP has a limited
partnership share in AGC (Delaware), LP. The Company also has a Management and
Advisory Services Agreement with Prince Minerals Inc. (Prince), an affiliate of Palladium
Capital Management, LLC, whereby Prince provides managemeni and advisory services to
the Company. Total advisory services payments to these two affiliated entities were
$750,000 for the year ended December 31, 2009 and $672,075 for the period ended
December 3'1, 2008. In connection with the acquisition of American Gilsonite Company
(Note 3), $1,500,000 was paid to Palladium for advisory services. The payment is

reflected as a transaction expense in the Successor Basis period.

13.
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The Company has a Senior Subordinated Loan and Guaranty Agreement with Prospect
Capital Corporation (Prospect) which owns all the shares of AGG/PEP, LLC. The debt
carries an interest rate of 15%. Total interest payments to Prospect were $2,248,426 and
$1 ,507,794 for the year ended December 31 , 2009 and the period ended December 31,
2008, respectively.

Subsequent Events

The Company has evaluated subsequent events in accordance with generally accepted
accouniing principles through March 16, 2010. The Company has not identified any events
that reouire disclosure.
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